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Abstract 
Financial mechanism as an element of programme management is at the intersection of project management and finance 
methodologies in the programme management subject area. Projects with the dominance of the investment components in project 
scope are estimated by stakeholders as the investment projects in a certain activity field, but not as the projects funded by certain 
capital sources. Different accents, different participants influence tools to each other, different approaches and management 
styles form the controlled programme environment and the uncertainty of its environment. The goal of the programme (or 
complex project) is not only a set of products (contract’s subjects), but the effects of the participants received. Identification of 
the stakeholder participation effects has a high degree of uncertainty, but it is crucial in programme contracting and financial
mechanism efficiency. As a result, the choice of the contract type, acceptable form of methodology or approach to the 
programme (or complex project) management and build in financial mechanism take place at different levels: legal, managerial 
and financial. 
© 2016 The Authors. Published by Elsevier Ltd. 
Peer-review under responsibility of the Ardabil Industrial Management Institute. 
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1. Introduction 
The complexity of the economic situation in the world, the uncertainty of regulation of financial stabilisation 
mechanism and the global crisis exacerbate requirements for programme management results aimed at economic 
reform and sustainable development. 
The term “financial mechanism” has two meanings in the documents of financial institutions: is “programme 
management” (EEA Grants - Norway Grants, 2011; CMRL, 2012) and “loan” (NMFA, 2011). This is a purely 
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“technical” approach to the application of programme management in the financial system. By analogy with the 
PMO (Programme Management Office) is created FMO (Financial Mechanism Office). 
The programme method is used in the public finance for a long time, so there are some problems in understanding 
habitual financial theory and practice of the concepts in terms of using project, programme and portfolio 
management methodology. No need to change the concept. But we need to understand what is dominant: the fact 
that we are funding the programme or managing the programme?  
Difficulties in integration, scope, time, cost, quality, risk, procurement, communications and staff in project and 
programme management related to the financial mechanism as well. For example, schedule the contract plan is a 
high level of detailed resource binding, but the cost of the contract is determined; progress of work control 
procedures are not compared with the work schedule, etc. There is no clear relationship between the efficiency of 
project/ programme management and the "work" of the financial mechanism. The contract financial mechanism can 
have a stimulating and moderating effect on the progress of the project or programme, regardless of the quality of 
management of the project or product. 
The main problems of the financial mechanism management determined by the specific scope (contract subject), 
time and cost (value) management in the management of a particular programme and project. 
2. Methodology 
Analysis of the key aspects of the financial mechanism as an integral part of project and programme scope, cost 
and time management based on the following assumptions: 
1. The program is implemented through the projects. Therefore, the analysis of management processes throughout 
the programme life cycle is presented as an analysis of the project management processes. 
2. To analyse the financial mechanism in program management is essential that all elements of project and 
programme management methodologies were used in the design practice. All key stakeholders need to be 
independent business units. Therefore, only a comprehensive, large and mega project should be to analyse 
(McKinsey & Company, 2015). 
3. From the financial mechanism point of view the programme and project management is a contract-based 
management or, in other words, management "under the contract". Project and programme management should be 
viewed through the prism of contract management, but not in the form as shown in the BoK’s. 
3. Project and Programme Financial Mechanism 
Development and implementation of the programme for national economy, regions, industries and business needs 
to take into account the availability of financial mechanisms in the programme and its project management system. 
In terms of context, project and programme management concept of “financial mechanism” is between “financial 
management” and “project and programme management”. 
Financial mechanism combines the forms, methods and instruments of financial management. On the one hand, 
finance indifferent to a certain activity. Financial definitions can be applied to different areas of one and the same 
meaning. On the other hand, technological, organisational and governance processes in every kind of activities bring 
differences in the form of finance in business operation units and government agencies. 
All programmes are aimed at significant changes in the system of production, distribution, redistribution and 
consumption in the sovereign space, have a direct relationship with the state as key stakeholders. Directly or 
indirectly, the government spends funds for products or programmes to support the functions of the state by 
providing services based on the budget programme. 
However, there is a very important aspect - the efficiency of management. In the context of efficiency the project 
and programme management methodology accentuated on the three elements: the product of the project/programme 
(with specified quality), product delivery time and cost. All three elements are equally characterised the funding 
efficiency or the project/programme financial mechanism efficiency. 
All three elements are linked contracts between stakeholders. Thus, the financial mechanism of the programme 
consists of two integrated parts: the financial mechanism of the programme and the financial mechanism of the 
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programme’s projects. 
The term “financial mechanism” is not used in the project, programme and portfolio management methodologies, 
which establish the project manager competence and the project, programme and portfolio management subject and 
knowledge areas. 
Elements of project management competence and knowledge areas include: “Finance” (“Finance” (technical 
competence) (IPMA, 2015); “Project Finance Management” (PMAJ, 2005), “Cost Management” (PMI, 2013) or 
“Financial and cost management” (APM, 2012). 
The “contract (procurement) management” always is an independent element of all knowledge areas. 
The reason that the financial mechanism is not present in the project management knowledge system, is that the 
financial mechanism of the program and project is created under the influence of the financial relationship between 
the key stakeholders. The goal of financial mechanism management - ensuring financial sustainability over the 
programme/project life cycle through the financial resilience of the project contract (GPM Global, 2015).  
Intermediate objectives - to prevent and neutralize the project financial distress on the basis of selected project 
financial plan indicators and targets. 
A specific feature of the project and programme financial mechanism is the simultaneous functioning of the 
internal and external project environments due to the duality of financial and contractual relations. 
Intra-organizational, small and medium-sized projects do not have own financial system (structure) (APM, 2015). 
and reduce the financial mechanism to the level of financial accounting and cost accounting in the accounting sense, 
at best. 
In such projects, there is no complete picture of the financial mechanism of action not because it is not the 
financial mechanism at all. 
Financial mechanism exists in any project, even without understanding its existence as such. 
Since there is no project without resource consumption with the subsequent delivery of value to the customer, 
there is no project without the financial mechanism (albeit in primitive form). 
Ceteris paribus the use of the financial mechanism in project, programme and portfolio management contributes 
to the effectiveness of the programmes and projects, as financial mechanism had an additional features targeting of 
forms, methods and financial management tools. 
In this way, the financial mechanism “adjusts” the financial system of the project, program and portfolio (APM, 
2015) to interact with the financial systems of key stakeholders. If this does not happen, the financial mechanism of 
the project, performing the function of interconnection of financial systems, will become a “brake” and not a good 
governance tool. 
In other words, the financial mechanism in the project, programme and portfolio management is a pool of key 
stakeholder financial systems (investor, customer and contractor (with possible extensions)), generating cash and 
value flows in the project, programme and portfolio. 
The set of contractual (consensual) key stakeholder relationships creates the internal and external environment of 
the project, program and portfolio. 
In turn, the project financial environment is set within the scope of contracts (financial instruments) through 
contractual rights, obligations, requirements and responsibilities. 
Therefore, the key elements of the contract (subject, duration and price) through the project financial environment 
(contractual rights, obligations, claims and liability) associated financial mechanism with the relevant elements of 
the project, programme and portfolio management system: scope, time and the project and programme product cost 
management, and the project and programme management scope, duration and cost. 
In this context, the term "scope" is inseparable from the concept of “quality”, and the “price” - from the concepts 
of  “cost” and “value”. There is no the creation of funds without a definition of: 
1) objectives through the project and programme product scope and quality (the result and ultimate goal) (the fund 
targeting requirement); 
2) the funding duration assessment (the financial system and mechanism resilience requirement) and 
3) the size of the fund, at the time of the structure and distribution (flexibility requirement). 
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4. Scope, Quality, Goal for Programme Financial Mechanism  
Government programmes or private business development programmes, regardless of the goals remoteness 
degree are aimed at improving the object of the management as a system, that is, to ensure the system sustainability. 
And, first of all, - financial resilience. 
The proper purpose of the programme will determine the correct choice of sub-goals and objectives to be 
implemented by means of programme management based on project and programme management methodology, 
which is associated with the following aspects: 
Firstly, the implementation of government programs presupposes the existence of contractual relations between 
the state and the direct executor (contractor), in which the contract acts as a financial instrument for the 
implementation of the programme, determining the content of the key stakeholder relationships, constraints, 
assumptions and exclusions required for the management of processes oriented to the contract subject (project 
product and project scope). 
Secondly, the contract price, or rather, the formula of the contract price, determines the monetary equivalent of 
the product, and the degree of elasticity and stability of the components of the pricing formula. However, the 
customer accepts the contract price especially as the price of the ordered product. For the contractor, the contract 
price should be adequate to the price of participation in contractual relations, since the contractor has a portfolio of 
assets that includes the subject of the contract (future project product). If the value of the portfolio can be 
represented as a simple sum of the values of its constituent elements, the value of portfolio management is beyond 
the scope of the project cost, provided the contract price. Therefore, the contractor with a Lump Sum EPC contracts 
portfolio interested in the provisions, contingencies and price adjustment. 
Thirdly, determine the effectiveness of portfolios for key stakeholders related to the contractual relationship 
affects the effectiveness of the contract (contract management). The customer can select the indicators to measure 
the effectiveness of the results of the program (program management) ROI (Return on Investment) or VOI (Value on 
Investment). But for the contractor with 100% of the portfolio of contracts Lump Sum EPC calculation of the 
effectiveness of the ROI on a portfolio of projects (contracts) will lead to a decrease in this indicator compared to the 
ROI for individual contracts. Especially, when the financial components of the Lump Sum EPC contracts are 
determined on the restriction basis. Ensuring contractor performance guarantees in the form of a gradual refund 
requires the use of the contractor's own financial resources. Contractor will have to make a choice between the 
financial distress of the project (contract) and its own financial distress. Determination of the viability and feasibility 
of possible financial distress in the performance of the contract does not include due to the false assumption that it 
relates to the financial risk and will be covered by provisions. 
Lack of financial support for the contract at its own expense the contractor leads to the appearance of the project 
retraction effect in financial distress. Financial distress is manifested in delays (waiting for payment to the IPC work 
stoppage), the disruption (clarification of claims and disputes) and the default of the contract. Accordingly, weak, 
medium and strong impact of financial distress. Therefore, the effect of retracting in distress can be named as a 3D 
effect (delay, disruption, default). 
If contract risks and uncertainty correlate as the 20%/80%, the financial distress localised to contract uncertainty 
(80%). It should also distinguish between the concept of "project financial resilience" and “contract financial 
resilience”. The project financial resilience is determined by the customer and depends on the duration of the project 
life cycle. The contract financial resilience is determined by the contractor and depends on the conditions of the 
contract and the contract uncertainty. Financial resilience is the ability to withstand the financial distress in the 
phases of the project life cycle. The financial mechanism of the project (contract) performs the function of ensuring 
financial resilience of the project (contract). 
The estimation of financial distress has an objective and a subjective component. The objective component is 
represented by project and contract files. The subjective component is the accounting data and the particular 
stakeholder’s management maturity level. Unfortunately, it is not possible to establish a functional relationship 
between the level of management maturity and choosing the best option for to financial distress preventive action. 
But ceteris paribus then the level of information support of management decisions of a particular stakeholder’s the 
higher, the level of uncertainty of the financial distress of the project (contract) the lower. 
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5. Time Bounds 
Some problems of project and program management of simultaneous arising in consequence of the economy or 
business stakeholders in different phases of economic cycles and time lags between the phases of different duration. 
This is the main external source of uncertainty in the management of any economic entity. Defining elements of the 
program document (intermediate targets, indicators, objectives, tools and goals) should take into account not only 
the risk, but the level of uncertainty. 
Each stakeholder is simultaneously in different phases of economic cycles. This affects the evaluation of the 
results and effectiveness of program management and evaluation through the time lags. 
The uncertainty of the time (at the same time being in different phases of the economic cycle) is difficult to 
reliably identify each stakeholder. But the main reason for the “temporary shocks” is the financial mechanism that 
establishes a relationship between the business models of key stakeholders, falls into the "time gaps" due to 
inhomogeneity of time. “Tears of time” is the time period when stakeholder gets into a situation where the “sense of 
time” does not match “result”. As a result, the stakeholder falls into the “trap of assessment” and makes too 
pessimistic or optimistic conclusions about the project financial resilience, the financial mechanism and the project 
sustainability as a whole. 
There is another aspect of the effect of time on the efficiency of the financial mechanism. Formally, the financial 
mechanism becomes part of the programme and project management at the end of the project development phase, if 
it is defined as part of the project management system). In reality, the financial mechanism starts to dominate the 
process of implementation through the terms of contracts implicitly or explicitly. 
6. Value, Cost or Fund 
Definition of the project product cost is based on the product creation processes. The costs are determined 
through the evaluation of the resources used in the production cycle. Therefore, the accounting system and planning 
of variable and fixed costs is not determined by the project management processes.
Cost structure and proportions between the cost components reflect the rate of the project resources consumption 
and carry the cost of resources in the project product. This is the method of the project objective cost component 
formation (project total monetary value) and of the project funds use, which directly determines the success, 
sustainability, feasibility and viability of a project and project management. 
Cost management, risk management and contract management in project and programme management have the 
absolute similarities - the product price of the project and programme is determined by each of them in terms of its 
components, depending on the project and programme type. However, as such, the project product price and the 
project cost - not the same thing. In the programme there is an additional divergence of projects due to the fact that 
the price (value) of the program is not a simple sum of the project cost that make up the program. 
In each project the product creation processes management coexist with the project management processes. Each 
of these processes has its own, complementary to each other, result. Therefore, in assessing the value of the result of 
each of these processes, variables and fixed costs must be identified, because each of these processes requires 
qualified staff. The process of a product creating and project (programme) management process have their own 
variables and fixed costs. Type of project (programme) as defined by product or activity affects the sensitivity of the 
cost components to external (exogenous) factors: cost structure, relationship between cost elements (items), and cost 
time distribution. 
Firstly, the definition of the project (programme) cost to the above manner will allow the determination of the 
contract price, the availability of cost restrictions or risk events highlight the elastic elements of the project 
(programme) price to allow for the value compression (reduction) or redistribution, ceteris paribus. 
Secondly, the allocation of variable and fixed costs in each of the processes facilitates the identification and 
evaluation of provisions, including provisions for price and physical contingencies and provisions for unforeseen and 
extraordinary expenses. 
Third, determining in this way the price structures, can prove critical price change limits in the programme and its 
components. Unfortunately, it is impossible to normalise the proportion between the programme and project 
203 Ganna Lytvynchenko /  Procedia - Social and Behavioral Sciences  230 ( 2016 )  198 – 203 
management processes value and project (programme) product production. However, by itself, increase or decrease 
in the share of the cost management processes in the total project (programme) cost is neither a confirmation nor a 
guarantee of success and effectiveness of both project management (programme), and the actual project 
(programme). 
Fourthly, the projects in which the contract management processes are dominant, indirectly changing the project 
(programme) management scope. In this case, the contract as a financial instrument of interaction between the 
parties identifies the subject of relationships, requirements, conditions and form of interaction, making unnecessary 
the project management processes and giving preference to the control process of a project product delivery, i.e. 
operational management as a kind of product quality guarantee. 
7. Conclusion 
The financial mechanism management as an element of a complex project and programme management take on 
new meaning, requiring comprehension and understanding of the new opportunities of mutual development of 
project management and finance methodologies in program management subject area. 
1. The financial mechanism based on determining adequate methods and tools for planning, controlling, monitoring 
and evaluation processes of creation and use of funds. This approach to the interpretation of the financial mechanism 
is more suitable for use in programme management, as a representation of the financial mechanism let’s not focus on 
purely financial relations within relations of reproduction and the financial sector. 
2. Financial mechanism built into the contract and contract system as a whole. Financial mechanism is an invisible 
element of the contract. Therefore, understanding the financial mechanism form and impact at the time, value and 
quality in the project and programme management is an essential element for achieving the goals. 
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